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Texas  cooperative  gin  associations  "began  warehousing  cotton  in 
the  fall  of  1S37-     -he  attractive  storage  and  handling  charges 
pJLloved  on  G-overrjnent  loan  cotton  during  the  h  seasons  immediately 
preceding  and  the  prospects  for  an  unusually  large  crop  on  the 
South  Plains  of  Texas  that  season  led  h  associations  to  tuild  cotton 
warehouses  to  he  operated  as  a  side  line  to  their  cooperative  gin- 
ning "business.     The  results  were  so  satisfactory  that  l6  additional 
associations  "built  or  purchased  warehouses  for  the  storage  of  the 
1932-39  cotton  crop.    Many  of  these  associations  paid  for  their 
warehouses  with  the  earnings  of  their  first  season  or  first  2  sea- 
sons.   Very  little  cotton  of  the  1939-^0  crop  v/ent  into  storage 
"because  dxaring  that  season  the  current  sale  prices  were  more  attrac- 
tive than  the  loan  values.    However,  the  associations  carried  over 
some  cotton  from  the  193^  crop  into  the  19'-^0-Ul  season,  and  this 
gave  them  some  income.    '.Vith  the  coming  of  the  19^0-Ul  season, 
cotton  again  moved  into  the  loan.    But  "oy  that  time  storage  rates 
had  "been  cut  and  fees  for  handling  services  largely  eliminated. 
Despite  this  fact,  7  additional  associations  "built  or  purchased 
warehouses  for  the  storage  of  the  I'^kO-hl  crop,  "bringing  the  total 
to  23  cooperative  gin  associations  which  operated  33  v/arehouse 
huildings,  all  of  which  are  located  at  or  near  the  gin  plants. 
During  the  I9UO-U1  season  these  associations  stored  a'bout  ^2,000 
"bales  of  cotton,  l/ 


1/     In  addition  to  cotton  warehouses  operated  "by  Tpxas  coopera- 
tive gins,  there  are  other  warehouses  and  compress  fa.cilities 
operated  by  cooperatives  in  various  parts  of  the  South  which  "bring 
the  total  storage  capacity  to  approximately  250,000  oales. 
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Of  the  33  v/arehouses  operated  "by  cooperativp  gins,  5  v^ere  pur- 
chased as  existing  facilities,  2/  were  iDuilt  "by  the  associations, 
and  1  was  leased.     Cost  of  the  "buildings  and  the  land  totaled  alDout 
$55,lbO  and  averaged  about  $3,065  per  association.     Figures  on  pur- 
chases of  existing  warehour-e  facilities  for  the  3  associations 
whose  warehouse  costs  could  lie  separated  from  total  plant  costs 
indicated  an  average  price  of  a"bout  $3,165,  per  v/arehouse. 

LOCATION  OF  Wi\REEOUSES  OPERATED  BY  COOPEHATIVE  GUIS 

This  study  includes  all  cooperative  gins  in  Texas  that  were 
known  to  he  operating  cotton  warehouse  facilities  as  a  side-line 
activity.     Figure  1  shows  the  location  of  the  23  Texas  gin  associa- 
tions v/hich  operated  the  33  warehouses.     Twenty-eight  of  these  ware- 
houses were  located  in  the  Plains  area  of  west  Texas,  and  the 
remaining  5  in  east  Texas.    All  were  situated  in  country  communi- 
ties or  small  towns  that  varied  in  pop^ulation  from  25  "to  8,000 
persons  and  averaged  1,697  persons.     Approxima.tely  75  percent  had  a 
population  of  less  than  1,5^0  persons. 

At  the  time  the  data  were  gathered  (April  and  May  19^1)  one 
association  was  operating  h  warehouses,  another  vras  operating  3 
warehouses,  5  were  each  operating  2  warehouses,  and  17  were  operat- 
ing 1  warehouse  each. 

In  practically  every  case  the  farmer  memhers  of  the  gin  asso-  . 
ciations,  who  were  usually  located  within  a  6-mile  radius  of  the 
gin,  furnished  the  entire  patronage  of  the  warehouses.  In  a  few 
locations  a  relatively  small  quantity  of  cotton  ginned  elsewhere 
was  stored  in  these  warehouses.  However,  in  several-  cases  these 
warehouses  were  not  large  enough  to  store  all  G-overnment  loan  cotton 
oelonging  to  association  merahers  and  the  cooperative  gin  manager 
made  arrangements  to  have  merahers'  cotton  stored  elsev/here.  The 
storage  records  were  kept  in  the  gin  office. 

Of  the  23  tovms  or  communities  having  cooperative  warehouses, 
9  had  one  or  more  competitive  cotton  warehouses.     The  estimated 
average  capacity  of  all  competitive  warehouses  in  these  towns  was 
25,3^7  "bales,   compared  vdth  an  estimated  average  capacity  of  2,278 
hales  for  cooperative  v; alehouses .     This  gives  the  cooperative  ware- 
houses an  average  of  8.1  percent  of  the  total  estimated  cotton  stor- 
age capacity  in  towns  having  "both  cooperative  and  privately  owned 
warehouses.    At  3  locations  the  associations  had  single  competitors 
with  average  storage  capacities  of  ^,800  "bales.     On  the  average, 
however,  the  association  usually  had  3  competitors,  whose  warehouses 
had  an  average  storage  capacity  of  9,000  hales. 

Of  the  total  nvunher  of  associations,  k  had  warehouses  in  towns 
v/here  compresses  were  located;  the  remaining  I9  were,  on  an  average, 
16-^  miles  from  the  nearest  compress. 
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OWL^HSHI?  AlID  COl^ROL 


The  gin  associations  finaziced  the  construction  or  piirchsse  of 
the  warehouses  out  of  their  ovn  f-onds  or  through  loans  obtained 
from  the  Farm  Credit  Adr;ini  strati  on  or  other  lending  agencies. 
They  operated  them  ps  departments  of  their  o\m  "business,  and  in  no 
instances  as  separate  subsidiary  enterprises.     The  gin  associations 
were,  therefore,  responsible  for  the  success  or  the  failure  of  the 
warehouses,  and  took  the  risks  incident  to  such  undertakings. 

The  gin  associations  are  controlled  "by  hoards  of  directors, 
usually  of  5  to  7  memhers  selected  annually  "by  their  memoerships . 
The  directors  determine  the  "broad  policies  of  the  associations  and 
select  the  managers.     The  managers  supervise  the  warehouse  opera- 
tions along  with  those  of  the  other  departments   -  usually  ginning 
and  wrapping  cotton,  and  handling  cotton,  cottonseed,  and  farm, 
supplies.    During  the  busy  ginning  season,  as  a  general  rule,  some- 
one is  hired  to  assist  in  supervising  the  warehouse  operations. 
This  assistant  to  the  manager  handles  the  labor  needed  to  get  the 
cotton  in  and  out  of  storage  and  helps  the  association  bookkeeper 
to  maintain  the  necessary  bale-location  and  other  records. 

WAEffiHOUSSS  AITD  EqUIPIffiKT 

Buildings 

All  cotton  warehouse  facilities  operated  by  the  cooperative 
gins  are  small  as  cotton  warehouses  go  in  the  South.     They  were 
built  specif i calls'"  to  provide  storage  space  for  the  loan  cotton 
produced  by  the  members  of  the  associations.     It  is  doubtful 
whether  association  directors  responsible  for  their  construction 
had  any  idea  that  their  associations  would  engage  permanently  in 
the  cotton  warehousing  business.     In  fact,  cotton  warehousing  was 
looked  upon  as  a  temporary  activity  affording  only  passing  savings 
and  services  to  members  while  the  Government  loan  programs  con- 
tinued, and  v,'hile  the  rates  and  charges  were  at  satisfactory  lev- 
els for  small  v/arehouses.     The  opinion  v;as  often  expressed  during 
the  course  of  the  study  that,  if  and  when  cotton  storage  became 
unprofitable,  or  the  loans  were  discontinued,  the  association 
would  ovni  warehouses  that  could  be  used  to  advantage  for  many 
other  purposes.     Thus  the  associations  would  be  better  off  than 
they  mi(^ht  have  been  had  they  not  gone  into  the  warehousing 
busine  ss . 

This  attitude  of  cooperative  gin  officials  influenced  the 
type  of  structure  built.     The  usual  practice  v;as  to  erect  a  build- 
ing that  would  serve  to  protect  the  cotton  at  the  least  possible 
cost.    As  a  result  all  but  2  of  the  J.J)  warehouses  included  in  this 
study  are  of  wood-frame  construction  covered  vdth  corrugated  gal- 
vanized sheet  iron.     One  of  the  two  exceptions  is  of  stone  v/ith  a 
metal  roof,  the  other  has  a  wood  frame,  vood  siding,  and  a  metal 
roof . 
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The  types  of  construction  used  may  "best  "be  understood  oy  refer- 
ence to  figure  2.    Of  the  3  3  warehouses,  9  ^^'■^  so-called 
round  or  "barrel  type.     They  rise  in  an  arc  from  the  ground  sup- 
ported within  at  intervals  on  a  laminated  v/ood  frame  like  hoops  of 
a  "barrel  except  that  they  are  on  the  inside.    Dimensions  of  these 
warehouses  on  the  averpge  are  ^0  feet  in  width,  if^O  feet  in  length, 
end  25  feet  at  the  highest  point.    Twenty- four  associations  used 
the  more  common  type  of  "building  with  upright  sides  and  gaTole  roof. 
They  average  approximately  l60  feet  in  length,  60  feet  in  width, 
and  in  height  I3  feet  at  the  eaves  and  20  feet  at  the  peak.  7aria- 
tions  from  these  average  figures  were  very  small. 

Generally  the  "buildings  were  constructed  on  concrete  founda- 
tions and  had  dirt  floors.    Wood,  concrete,  and  crushed-limestone 
floors  were  occasionally  used.     Ordinarily,  v/arehouses  without  wood 
floors  stacked  their  cotton  on  wood  runners  or  skids  to  prevent 
deterioration  from  dampness  "below. 

Figures  on  the  cost  of  these  warehouses  were  o"btaina"ble  only 
for  those  waxehouses  that  were  "built  during  the  h  years  1937-^0. 
Their  cost  averaged  a"bout  $2,0^3.     Of  this  average  amcunt ,  $193 
v/ent  for  land  and  $1,850  for  m.aterials  and  la'bor.     The  construction 
of  16  of  these  v/arehouses  was  financed  through  the  Houston  Eank  for 
Cooperatives. 

The  cost  of  warehouse  facilities  in  terms  of  per  "bale  storage 
capacity  depends  first  on  the  cost  of  construction  and  secondly  on 
the  num"ber  of  "bales  that  are  stored  in  the  given  space.  Worka"ble 
warehouse  capacity,  calculated  on  the  "basis  of  height  and  square 
feet  of  floor  space,  is  given  in  a  formula  prepared  "by  the  United 
States  Department  of  Agricultiire .  2/ 


27    The  Agricultural  Marketing  Service  of  the  United  States 
Department  of  Agriculture  has  a  formula  that  uses  height  and  square 
feet  of  floor  space  for  determining  warehouse  capacity.    This  for- 
mula is  worked  out  on  the  TDasis  of  cotton  stacked  in  sections  of 
two  rovs  each,  an  aisle  "betv.'een  the  sections  wide  enough  to  get  out 
a  "b&le  of  cotton,  and  a  center  aisle  wide  enough  for  a  truck  to 
enter  for  loading  and  unloading  cotton.    After  determining  the  num- 
ber of  sq^oare  feet  of  floor  space  in  a  warehoure,  its  capacity  in 
num"ber  of  gin  "bsles  can  "be  determined  as  follov/s: 
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FIGURE  2 


TYPICAL  SMALL  COTTON  WAREHOUSES 


Sco/e- '/2"=  20' 
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Actually  practically  all  the  associations  studied  stored  con- 
siderably more  cotton  in  their  respective  warehouses  than  this 
workable  capacity  v:ould  suggest.     In  fact  the  average  workable 
capacity  according  to  the  Department  formula  was  1,087  bales,  but 
the  average  of  the  largest  volume  stored  at  one  time  was  1,806 
bales. 

IrtThen  capacity  was  figured  by  the  United  States  Department  of 
Agric\ilture  formula,  the  average  cost  per  bale  of  storage  capacity 
for  all  warehouses  built  during  the  1937-^0  period  ranged  from  $0.^8 
to  $U.19  and  averaged  $1.88.     The  average  actual  cost  for  the  same 
v/arehouses  ranged  from  $0.^3       $1.86  and  averaged  $1.07  when  the 
largest  volume  actually  stored  was  considered  capacity. 

The  associations  included  in  this  study  had  a  warehouse  capac- 
ity, as  figured  by  the  United  States  Department  of  Agriculture  for- 
mula, of  71 • 8  percent  of  their  l^hO-kl  ginnings,  but  a  capacity 
estimated  by  them  of  12^. 3  percent  of  their  19^0-^1  ginnings. 

Equipment 

Warehouses  operated  by  the  Texas  cooperative  gins  had  little 
equipment  other  than  trucks,  bale  scales,  and  bale-raising  equip- 
ment.    The  trucks  v/ere  generally  also  used  in  connection  with  the 
ginning  activities.     Scales  were  of  the  beam  type,  and  were  pur- 
chased at  an  average  cost  of  $65.    Only  6  associations  owned  bale- 
stacking  equipment  of  suiy  kind.    Of  these,  3  used  a  block  and  tackle, 
2  a  tractor  with  hoist,  and  1  a  crane.    Lack  of  bale-stacking  equip- 
ment undoubtedly  increased  the  cost  of  handling  the  cotton, 

STOHAGE  BATES  A1\TD  CHARG-ES 

Practically  all  the  cotton  stored  in  the  33  warehouses  studied 
came  tinder  the  provicions  of  the  Government  loan.     Storage  rates 
and  service  charf;;t  3  i-.-e.-'e  therefore  fixed  by  the  regulations  of  the 
Commodity  Credit  Corvoration  and  were  not  left  to  the  ciscretion  of 
the  associa.tion.     Taole  1  shows  these  rates  for  the  crop  jcars 
1933-3^  to  19i+l-U2.    Lp  to  July  1939  a  monthly  storage  charge  of 
25  cents  per  bale  was  made  for  cotton  during  its  first  year  in  a 
warehouse;  after  its  first  year  rates  were  usually  materially  lower. 

Except  during  the  period  from  November  19^0  to  the  beginning 
of  the  19^1-^2  season,  attractive  handling  charges  have  been  allowed 
in  all  seasons  since  1933-     ^^e  following  excerpt  taken  from  a 
memorandum  of  July  23,  19^1,  by  the  Commodity  Credit  Corporation 
explains  the  corporation's  general  policy  regarding  service  charges: 


-7  - 


a>  o 

I     O  I 

iH  -»J  rH 

rH  I 


I 

I    O  iH 

I  I 

CO  o 


C^^ 
I 

I     O  rH 
rH  4J  1^ 
t  I 

GO  r— 


00 

I     O  (H 
iH  -P 
I  I 

CO 


1^  I 
I     O  rH 

rH  ■♦^ 
I 

00 


I 


I  O  rH 

rH  +^ 

I  I 

CO  h~ 


I 

I     O  r-\ 
rH 
I  I 

CO 


o  I 
EH  rH 

I 


O  OJ 

rH  ■rf 

c  s 
o 

OT  CO 

CD  > 
{/3 


CO 
0) 


I  rH  I 


IS- 


r.|C 

,C\J 


cu 

rH 


rt|C^        h|CV  rl|C 

CO      oj  ro 


in 


CO 


CO 
rH 


o 
w 


1^ 
I 


•H 

I 


03 


03 
> 

CO 
o 


o 


r.|a 
OJ 
rH 


CJ 


rH 


CO 
rH 


OJ 


CVJ 


CJ 


OJ 


I 


CO 

CPs 

o 

rH 

CM 

1 

1 

1 

I 

CO 

1 

1 

o 

? 

rH 

K> 

J- 

cn 

a> 

CTi 

CTN 

rH 

rH 

rH 

rH 

rH 

rH 

rH 

o 


• 

o 

rH 

rH 

CO 

0 

CO 

CD 

CO 

U 

(1> 

!lD 

CD 

t-, 

O 

4^ 

CO 

0) 

o 

o 

•rH 

•H 

id 

(0 

c! 

•H 

CO 

• 

<D 

CO 

t*C 

td 

'  U 

CO 

o 

o 

o 

® 

(U 

o 

o 

> 

•rl 

.  0) 

CO 

to 

^1 

o 

Td 

p< 

o 

fn 

•H 

O 

o 

P» 

•H 

CO 

Td 

•H 

Q) 

<-] 

+3 

O 

>s 

o 

+3 

•rl 

CO 

o 

o  • 

-   6  r-- 

o 

W  o 

o 

't 

(D 

o 

\  ^ 

o 

rH|  0) 

to 

CO 

8  - 


"The  published  tariff  schedule  for  services  (other  than 
storage)  was  allowed  "by  the  Corporation  until  the  1939-^+0  pro- 
gram, except  that  the  lien  against  the  cotton  could  not  exceed 
25  cents  per  bale  if  the  Corporation  took  possession.  No 
charges  allov/ed  during  1939-^0  and  19^0-Ul  program  for  lending 
agency,  agency  preparing  docioments,  or  agency  storing  cotton. 
This  regulation  was  specifically  called  to  the  attention  of 
lending  agencies  and  warehouses  last  November  I5." 

Local  conditions  and  customs  in  handling  cotton  have  made 
standardization  of  services  and  charges  impossible.     Therefore,  it 
is  difficult  to  make  any  statement  regarding  service  charges  made 
by  cooperative  warehouses  during  the  period  covered  by  this  study. 
Theoretically,  these  charges  covered  all  services  performed  from 
the  time  the  bale  entered  the  warehouse  door  until  it  was  removed 
from  the  warehouse.     These  services  included  principally  receiving, 
weighing,  and  sampling  the  cotton;  issuing  an  individual  bale 
receipt;  stacking  the  bale  in  the  warehouse,  and  later  delivering 
it  to  the  warehouse  door.     In  actual  practice,  however,  whether 
these  service  charges  were  more  or  less  than  25  cents  per  bale,  they 
usually  included  drayage  from  the  gin  to  the  warehouse  and  in  a  few 
instances  delivery  to  the  rail  platform.    A  few  associations  also 
included  yardage  and  the  preparation  of  loan  papers. 

D\iring  the  early  ye^rs  of  operation,  attractive  storage  rates 
for  small  warehouses  plus  satisfactory  service  charges,  together 
with  lower  cotton  values  and  long  storage  periods  brought  in  attrac- 
tive v/arehouse  incomes  from  these  associations.    During  the  19^0-Ul 
season,  however,  monthly  storage  rates  v;ere  cut  to  I5  cents  per  bale 
and  service  charges  eliminated;  consequently  the  operation  of  small 
warehouses  on  a  sound  financial  basis  was  very  difficult.  During 
the  19^1-^2  season  conditions  were  better  vdth  respect  to  charges  in 
that  monthly  storage  rates  were  raised  to  I7  1/2  cents  per  bale.  A 
service  charge  of  25  cents  per  bale  was  allowed,  and  a  small  fee  for 
the  preparation  of  loan  papers  was  required.    However,  this  increase 
in  gross  income  v;as  largely  offset  by  the  higher  insiirance  expense 
viiich  was  the  result  of  higher  cotton  prices. 

This  presentation  of  storage  rates  and  fees  for  services  is  in 
no  way  an  attempt  to  express  an  opinion  as  to  whether  such  charges 
are  too  high  or  too  low  so  far  as  the  cotton  warehouse  industry  as  a 
whole  is  concerned.     It  relates  only  to  the  problems  of  the  small, 
unprotected  cotton  warehouse. 

WAKSHCUSE  imom  AND  EXPENSE 

Expenses 

Although  there  are  necessarily  many  different  items  of  expense 
involved  in  the  operation  of  small  cotton  warehouses,  two  items  - 
labor  and  insurance  -  stand  out  as  being  especially  important. 


-  9  - 


In  fact,  they  are  so  important  that  unless  they  are  kept  definitely 
under  control  and  in  some  instances  love  red  materially,  the  fut\ire 
of  the  small  "unprotected"  warehouse  v;ill  not  "be  too  "bright. 

Labor.-  Labor  is  used  largely  for  receiving  and  stacking  cot- 
ton and  later  for  locating  and  moving  it  from  the  warehouse.  This 
is  nearly  al^^;ays  done  by  a  crew  of  men  with  man-propelled  hand 
trucks.     Stacking  and  unstacking  is  done  by  hand  and  is  a  tedious 
and  nearly  always  expensive  process. 

•In  most  cases  it  was  impossible  to  get  accurate  figures  on  the 
labor  cost  of  moving  cotton  into  and  out  of  the  warehouse,  because 
the  Isbor  costs  in  too  many  instances  were  not  properly  allocated  to 
the  different  departments.    Reasonably  accxirate  figures  were 
obtained,  however,  from  several  associations  and  were  assumed  to  be 
fairly  representative.    Tor  those  v/arehouses  the  costs  were  approxi- 
mately 30  cents  per  bale  for  each  of  these  two  operations. 

The  several  cotton-stacking  systems  used  accour^t  very  largely 
for  the  differences  in  expenditures  for  common  la.bor.     Twelve  man- 
agers reported  that  their  associations  stacked  all  cotton  with  the 
flat  side  of  the  bale  down,  whereas  9  indicated  that  they  stacked 
all  cotton  with  the  bales  standing  on  end,  and  2  stated  that  they 
stacked  cotton  both  flat  and  on  end.     Those  stacking  cotton  with  the 
flat  side  down  usually  piled  the  bales  h  high  but  sometimes  stacked 
them  as  much  as  8  high.    For  purposes  of  locating  cotton,  the  vari- 
ous parts  of  the  v;arehouse  were  nmbered  or  lettered  into  sections 
which  if'ere  usually  2  bales  vdde ,  and  extended  from  the  center  aisle 
to  the  v/all  in  either  direction.     In  several  cases  no  aisles  were 
left  between  two  sections.    However,  a  number  of  associations  fol- 
lowed the  same  or  a  system  very  similar  to  the  stacking  plan  recom- 
mended by  the  Agricultural  Marketing  Service  of  the  United  States 
Department  of  Agriculture.     The  plan  provides  for  a  center  aisle 
wide  enough  to  permit  the  entrance  of  a  wagon  or  truck  for  loading 
and  unloading  cotton,  and  on  each  side  sections  of  2-bale  rows  each 
with  aisles  between  the  sections  wide  enough  to  allow  passage  of  a 
single  bale.    The  plan  recommends  further  that  cotton  be  stacked  on 
end  and  never  more  than  2  bales  high  as  one  man  \^ith  a  hand  truck 
can  get  a  bale  out  when  so  stacked.     If  the  cotton  is  stacked  with 
the  flat  side  down,  it  usually  requires  a  crew  to  get  out  a  bale. 
However,  where  a  dirt  floor  and  wood  skids  or  runners  are  used, 
stacking  the  bales  on  end,  2  high  is  not  entirely  satisfactory  so 
far  as  handling  the  bales  is  concerned. 

The  original  stacking  plan  was  often  abandoned  by  the  manager 
under  pressure  of  circumstances  as  soon  as  the  warehouse  was  filled 
to  its  workable  capacity.     Cotton  going  into  storage  after  that  was 
stacked  both  in  the  lateral  and  center  aisles,  ^  to  8  bales  high- 
This  led  to  considerable  confusion  and  expense,  especially  when  the 
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cotton  started  to  move  out  a  few  "bsiles  at  a  time.    Almost  without 
exception  association  managers  said  they  had  difficulty  in  getting 
out  shipments  because  their  warehouses  were  too  full. 

Many  associations  prohahly  had  put  more  cotton  in  their  ware- 
houses than  they  otherv/ise  might  have  done;  first,  "because  they 
expected  the  cotton  to  stay  in  storage  for  a  long  period  of  time; 
second,  "because  they  expected  the  out  movement  would  take  place  all 
at  one  time  as  it  had  in  several  previous  seasons.    However,  the 
19^0-i^-l  crop  started  moving  out  of  storage  in  Fehrus.ry  and  "by  July 
the  vrarehouses  were  practically  empty.     The  average  hale  was  in 
storage  only  ahout  6  months.    During  that  time  the  cotton  had  to  "be 
got  out  of  storage,  often  from  widely  scattered  locations  in  the 
warehouse,  a  few  hales  at  a  time.    When  cotton  was  stacked  solidly 
or  nearly  so,  the  expense  of  moving  a  few  scattered  "bales  at  a  tine 
proved  to  "be  extremely  high  in  spite  of  the  fact  .that  most  associa- 
tions kept  rather  good  records  of  "bale  location. 

When  the  volume  to  "be  stored  exceeded  the  worka"ble  capacity  of 
the  warehouse,  managers  were  faced  with  the  difficulty  of  deciding 
which  of  tv;o  policies  to  follow:    To  leave  aisles  and  cut  down  stor- 
age income,  or  to  fill  aisles  and  increase  storage  income  "out  at 
the  same  time  increase  la"bor  expense.     If  the  second  alternative  was 
chosen,  the  additional  revenue  and  more  was  often  spent  in  getting 
the  cotton  out  of  storage. 

Many  of  the  associations  v;ere  a"ble  to  fit  their  warehousing 
into  their  ginning  "business  to  the  extent  of  using  the  same  lahor 
for  "both.     In  some  instances  when  ginning  was  slack,  the  gin  crew 
stacked  cotton  in  the  warehouse.    However,  ginning  operations  dur- 
ing the  hulk  of  the  season  required  the  full-time  attention  of  the 
gin  crew  so  that  a  special  crev;  had  to  be  hired  for  warehouse  opera- 
tions.   Althoxigh  there  is  a  slight  lag  "between  the  time  of  ginning 
and  the  time  that  cotton  moves  into  the  warehouses  (tahle  2  and 
fig.  3) ,  this  lag  is  not  great  enough  to  free  much  gin  lahor  for 
work  in  the  warehouse.     In  the  off  season,  the  associations  for  the 
most  part  hired  temporary  la"bor. 
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Table  2- -Percentage  comparison  of  ginnings  during  specified  periods 
and  movement  of  cotton  into  west  Texas  cooperative  ware- 
houses 1938-39  and  I9UO-U1  1/ 


Season 


1938-39 

I9IIO-UI 

Period 

Total  2/ 
ginnings 

;    Cotton  going 
j  into 
i  cooperative 
[  warehouses 

Total 
ginnings 

Cotton  going 
into 
cooperative 
warehouses 

Percent 

i  Percent 

Percent 

Percent 

Before  Sept.  1 

0.2 

i  0.0 

0.1 

0.0 

September 

15.2 

i 

1  5.7 

i 

ih.G 

9.9 

October 

I16.S 

I  ^1-9 

ks.s 

51.6 

November  ' 

■ 

31.1+ 

37.0 

20. U  . 

■ 

After  Nov.  30 

6.3 

'  15.3 

1 

16.1 

■ 

7.3 

Total 

99.9 

99-9 

100.0 

99.9.  . 

1/    No  loan  cotton  in  1939-2+0. 

2/  In  west  Texas  counties,  where  28  cooperative  warehouses  were 
located. 
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FIGURE  3 

Percentage  Comparison  of  Ginnings  during  Specified 
Periods*and  Movement  of  Cotton  into  West  Texas 
Cooperative  Warehouses,  1938-39  and  1940-41' 


PERCENT  

1938-39  SEASON 


* /n  counties  where  cooperative  warehouses  are  located 
^No  loan  cotton  in  1939-40 
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FIGURF  A 

Percentage  of  Total  Income  Paid  Out  for  Cotton  Insurance 
Texas  Cooperative  Gin  Warehouses,  1940-41  Season 

PERCENT  1 


Insurance.-  The  largest  item  of  expense  innizrred  in  the  opera- 
tion of  these  warehouses  was  insurance.     Of  the  various  types  of 
insurance  that  must  he  carried,  the  cost  of  fire  end  windstorm 
insurance  on  cotton  stored  was  hy  fer  the  largest  and  most  impor- 
tant.    In  fact,  it  was  the  most  important  sinivie  item  of  expense 
(fig.  h) .     Compared  with  insurance  rates  on  commodities  in  other 
sections  of  the  country,  the  rates  on  cotton  appear  to  he  extremely 
high.     The  percentages  of  total  warehouse  income  paid  out  for  cot- 
ton insurance  during  the  I'^kO-kl  season  are  as  follov^s: 

Percentage  insurance  is 
Month  of  payment  of  total  income 


August    31  •  1 

Septemher    Jil.l 

Octoher  31.1 

Novemher  ,      ^  3^*5 

Decemher  32-5 

January  33-9 

Pehruary  ,  33-9 

March  .  .    35-3 

April    37.5 

May    ^1.7 

June    U6 . 6 

July  53-7 
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llTomerous  factors  influence  the  insurance  rate  paid  on  cotton 
stored  in  these  or  other  warehouses.    Among  the  more  ohvious  are 
the  material  from  which  the  "building  is  constructed,  the  tj^pe  of 
floor,  the  location  '-/ith  respect  to  other  fire  hazards,  whether  or 
not  a  sprinlcler  system  is  used,  the  fire  records  of  the  town  in 
which  the  warehouse  is  located,  the  type  of  v/arehouse  and  city  fire- 
fighting  equipment,  the  local  v/ater  system,  if  any,  the  niomber  of 
"bales  stored  per  fire  compartment,  the  presence  or  ehsence  of  a 
night  watchman,  and  mar-y  other  factors  of  greater  or  less  importance. 

The  annual  cotton  insurance  rates  paid  "by  these  warehouses 
varied  from  $0.21  to  $1.97  and  averaged  $1.27  per  $100  of  cotton  in 
storage.     In  April  19^1,  when  this  study  was  Vegun,  cotton  was  sell- 
ing at  a"bout  $60  per  "bale.    At  that  price  level  the  lov/est  monthly 
insurance  cost  for  cotton  in  these  cooperative  warehouses  was 
1.1  cents  a  hale,  the  highest  9-9  cents,  the  average  was  approxi- 
mately 6.3  cents  a  bale.    After  that  time  the  market  rose  rapidly 
until  in  Septem'ber  19^1  cotton  was  selling  at  around  $85  per  "bale. 
The  monthly  cotton  ins\u:anc'e  charge  at  that  value  increases  to 
approximately  9  cents  a  "bale,  an  increase  of  ahout  5O  percent.  The 
cooperative  v/ith  the  lowest^  rate' paid  1.8  cents  a  hale  at  an  $85 
valuation  and  the  highest  paid.  lU.l  cents  a  "bale  (ta"ble  3)« 
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Table  3'~^^atPS  and  monthly  cotton  ins\irance  costs  per  "bale  at 

different  per  bale  values,  Texas  cooperative  warehouses 


Warehouse 

:     Ins.  rate 

code  mm- 

:    per  $100 

;Monthly  insurance 

cost  per  bale  at  different  per 

bale  values 

ber  1/ 

:    vdue  of 

•$50.00 

:$60.00 

:  $70.00 

$80.00 

$90.00 

$100.00 

cotton 

•  value 

;  value 

;  value 

value 

value 

value 

!  Dollars 

Cents 

:  Cents 

Cents 

Cents 

Cents 

Cents 

1 

0.21 

0.88 

!  1.05 

1.23 

i.ko 

1.58  ; 

1.75 

2a 

.87 

3.63 

:  U.35 

5. 08  . 

5. 80 

6.53  . 

7.25 

t 

.87  ' 

3.63 

•  U.35 

5. 08 

5. 80 

6.53 

7.25 

c 

.87 

3.63 

:     If. 35 

5. 08 

5. 80 

6.53 

'  7.25 

d 

.87  : 

3.63 

•  ^.35 

5. 08 

5. 80 

6.53 

7.25 

3a 

1.00 

U.I7 

5.00 

5.83 

6.67 

7.50 

8.33 

■b 

1.00 

^.17 

5.00  ■ 

5.83 

6.67 

7-50 

8.33 

ka. 

1.00 

^.17 

.  5.00 

5.83 

6.67 

7.50 

8.33 

b  ! 

1.00 

U.17  . 

5.00  : 

5.83  . 

6.67 

7-50 

8.33 

5a  ' 

1.11 

k.G3  . 

5-55 

GM 

J.kO 

8.33 

9.25 

t  • 

1.11 

U.63 

5.55 

6.U8  • 

J. ho 

:  8.33 

9.25 

6a 

1.15  . 

>  ^.79 

•  5-75 

6.71  . 

8.62 

9.58 

"b 

1.15  : 

U.79 

'  5.75 

6.71 

l.Gl 

8.62 

9.58 

7  = 

1.19  : 

'  5.95 

6.9^ 

7-93 

8.93 

9.92 

8 

1.37  • 

5-71 

6.85  . 

7.99 

•  9-13 

:  10.28 

11.  U2 

9 

1.47  • 

6.13 

7.37 

9.82 

:        11. OU 

12.27 

10 

l.ks 

6.21 

7.U5 

8.69 

9.93 

:  11.18 

:  12.1+2 

11a  : 

I.U9 

6.21 

7.U5 

8.69 

9.93 

11.18 

12.1+2 

■b 

l.J+9  : 

6.21 

7  -^5 

8.69 

9-93 

11.18 

12.1+2 

c 

1.^9 

6.21 

'  7.^5 

8.69 

9-93 

11.18 

12.1+2 

12a 

1.51 

6.29 

7.55  ' 

8.81 

10.07 

:  11.32 

12.58 

1) 

1.51 

6.29 

—  ^ 

7.55 

8.81 

10.07 

:  11.32 

:  12.58 

13 

1-53 

6.38 

7.65 

8.93 

10.20 

11. U8 

12.75 

ik 

1.58 

6.58 

7.90 

9-22 

10.53 

:  11.85 

13.17 

15 

1.71 

7.13 

8.55 

9.98 

ll.ilO 

12-83 

1I+.25 

16 

1.71 

7.13 

8.55 

9.98 

ll.i^O 

:  12.83 

II+.25 

17  = 

1.71  : 

7.13  ■ 

8.55 

9.98 

11.  Uo 

12.83 

1I+.25 

IS 

1.97  < 

8.21 

•  9-S5 

11. hs 

13.13 

:  1U.78 

16.1+2 

19 

:  No 

insurance  data  available 

20 

ti 

n 

II 

21 

;  t> 

It 

n 

n 

22 

n 

It 

II 

n 

23 

/  1.27 

:  " 

fi 

II 

ft 

:  9.1+9 

Average  2 

:  5-23 

:  6.33 

:  7.3s 

E.kk 

:  10.55 

1/  The  letters  refer  to  separate  warehouse  bvdldings. 
2/    Simple  average. 
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This  extremely  hi^h  cost  of  insiirance  on  cotton  appears  to  be 
the  most  serious  problem  small  cooperative  warehouses  have  to  face. 
It  "becomes  an  increasingly  serious  problem  to  "the  warehouses  when 
cotton  is  selling  at  high  prices  because  income  from  storage  is 
determined  on  a  per  bale  basis,  but  insurance  costs  axe  determined 
on  the  basis  of  the  market  value  of  the  cotton.'    At  the  close  of 
business  each  day  the  warehouses  are  required  by  the  insurance  com- 
panies to  report  the  number  of  bales  of  cotton  in  storage,  together 
with  their  weight,  grade  and  staple.    Although  these  reports  are 
often  not  t\irned  in  until  the  end  of  the  v;eek,  they  are  made  up 
daily  and  the  cost  of  insurance  is  determined  for  each  day  by  deter- 
mining the  spot  market  value  of  the  cotton  in  storage  and  applying 
the  insurance  rate  thereto. 

All  33  warehouses  studied  are  located  in  rural  communities  or 
small  towns,  which  means  that  for  the  most -part  they  have  very 
little  in  the  way  of  required  fire  protection.     In  fact,  about  half 
of  the  towns  or  communities  ha.ve  neither  a. city  water  system  nor  a 
fire  department  of  any  kind.    Under  these  conditions  fire  insurance 
rates  are  necessarily  much  higher  than  they  are  in  larger  to\ims  and 
cities  that  have  good  city  vrater  systems  and  well-equipped  and  well- 
trained  fire  departments. 

Most  of  these  warehouses  are  frame  ironclad  buildings  of 
rather  inexpensive  construction  and,  except  for  2  or  3  buildings, 
they  are  not  equipped  with  automatic  sprinkler  systems.    All  have 
the  standard  number  of  v;ater  barrels  and  buckets  for  which  they  get 
some  insurance  credit.    Because  most  of  the  warehouses  are  not  '. 
equipped  with  sprinkler  systems,  the  fire  insurance  rates  they  must 
pay  are  much  higher  than  they  otherwise  would  be,  especially  since 
only  a  few  engaged  the  services  of  a  night  watchman. 

Other  tj'pies  of  insurance  are  also  important  items  of  expense. 
The  average  warehouse  building  was  insiired  for  $1,88U  against  fire 
and  windstorm  losses.     In  most  instances  the  rete  paid  for  fire -and 
tornado  insurance  on  the  v^arehouse  buildings  was  the  same  as  the 
rate  paid  on  the  stored  cotton.     In  those  instances  where  this  was 
not  true  the  rate  on  the  building  was  generally  higher  than  the  rate 
on  the  cotton  stored  therein. 

In  addition  to  insurance  on  the  warehouse  building  and  the  cot- 
ton stored  therein,  Texas  gin  associations  are  required  by  lavr  to 
carry  employees  compensation.     It  is  purchased  at  the  rate  of  $6.91 
per  $100  of  payroll.     The  associations  must  also  carry  public  lia- 
bility insurance. 


-  17  - 


/ 


Income 

Cotton  warehouses  ordinarily  have  three  sources  of  income: 
(1)  Storage  of  cotton,  (2)  service  charges,  and  (3)  sale  of  loose 
cotton.     Since  practically  all  cotton  stored  during  recent  years 
was  pledged  as  collateral  for  loans  farmers  received  from  the 
Commodity  Credit  Corporation,  the  individual  cooperative  warehouse 
has  had  little  or  no  control  over  the  rates  or  charges  levied  for 
storage  and  other  services.     The  gross  storage  income  of  the  ware- 
house is  determined  "by  multiplying  the  monthly  storage  charge  per 
bale  "by  the  num'oer  of  hales  stored.     To  this  amount  must  "be  added 
the  income  from  the  sale  of  loose  cotton  and  from  the  various  serv- 
ice charges.    Each  service  charge  is  usually  made  on  a  per  bale 
"basis. 

Most  of  the  cotton  that  vras  stored  in  these  vrarehouses  during 
the  I937-3S  and  193^-39  seasons  did  not  move  out  until  the  spring 
of  19^0  (ta"ble  U  and  fig.  5)*     ^he  storage  of  this  cotton  v;as , 
therefore,  quite  profitable  from  the  point  of  viex^;  of  the  associa- 
tions.    To  offset  this  advantage,  however,  no  cotton  vent  into  the 
loan  during  the  1939-^0  season,  and  since  practically  all  business 
of  these  vrarehouses  has  been  v/ith  loan  cotton,  they  had  no  income 
that  year  except  on  the  cotton  stored  in  previous  seasons. 

IVhen  monthly  storage  rates  were  25  cents  per  bale  and  service 
charges  were  allowed,  the  small  cooperative  warehouse  was  a  very 
profitable  enterprise.     In  fact,  most  of  the  warehouses  built  in 
1937  and.  1932  were  reported  to  have  been  paid  for  in  1  year  of 
operation.    However,  when  monthly  storage  rates  were  reduced  to 
15  cents  per  bale  and  warehouses  were  no  longer  allowed  to  make 
receiving  and  delivery , charges ,  the  continued  successful  operation 
of  this  type  of  enterprise  became  uncertain.    During  the  19^0-Ul 
season  cotton  stayed  in  storage  an  average  of  about  6  months. 
Therefore,  the  average  gross  income  from  storage  from  each  bale  of 
cotton  was  approximately  9O  cents.     If  it  is  assumed  that  cotton 
in  that  area  was  worth  an  average  of  about  $50  per  bale  during  the 
season,  the  total  cost  of  insurance  for  a  bale  of  cotton  in  storage 
for  6  months  would  average  approximately  33  cents.     This  would 
leave        cents  to  cover  all  other  expenses.    But  when  cotton 
increased  in  value  to  almost  $85  per  bale,  as  it  did  in  the  fall 
of  19^1,  the  average  cost  of  insurance  per  bale  would  be  approxi- 
mately 5^  cents.    This  would  leave  only  36  cents,  or  UO  percent  of 
the  gro'ss  income,  to  cover  all  other  expenses.    Many  warehouses 
were  spending  more  than  this  to  get  the  cotton  moved  into  and  out 
of  the  warehouse.    Under  these  conditions  warehouse  operations 
could  only  result  in  a  loss.    Unfortunately,  specific  details  as 
to  net  incomes  or  losses  from  warehouse  operations  were  so  inter- 
mingled with  the  accormts  of  other  activities  of  the  association 
that  their  use  vras  not  deemed  practical. 
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The  rates  announced  "by  the  Commodity  Credit  Corporation  for 
the  19^1-^2  season  are  so:iiewhat  higher  than  those  of  the  past  sea- 
son.    The  maximum  storage  rates  for  this  season  are  17  1/2  cents 
per  "bale  per  month.     In  addition,  warehouses  may  collect  from  pro- 
ducers a  service  charge  for  receiving,  sampling,  and  delivering  of 
not  in  excess  of  23  cents  per  "bale,  and  a  charge  for  rev/eighing 
and  resampling  of  10  cents  per  "bale  for  each  service.     If  we  assume 
that  cotton  will  stay  in  storage  for  a-hout  the  same  length  of  time 
that  it  did  during  the  19^+0-41  season,  we  can  estimate  the  gross 
income  and  the  proportion  of  it  that  will  go  for  insurance.  Six 
months  at  I7  1/2  cents  per  hale  per  month  will  give  a  gross  income 
from  storage  of  $1.05.     To  this  will  he  added  the  service  charge  of 
25  cents  per  hale  making  a  total  gross  income  of  $1.30  per  hale. 
If  the  average  value  of  cotton  should  he  S25  per  hale  the  total 
expense  for  ins\irence  on  a  hale  of  cotton  would  he  approximately 
5^  cents.     This  v;ould  leave  76  cents  to  cover  all  other  expenses. 
Under  these  conditions  small  v/arehouses  may  he  ahle  to  operate  suc- 
cessfully if  their  husiness  is  managed  properly,  hut  even  under  the 
hest  conditions  of  management  the  margin  of  saving  to  the  farmer 
will  on  an  average  prohahly  he  rather  narrow.    However,  the  more 
efficient  warehouses  which  operate  economically  will  he  ahle  to  make 
savings  under  existing  rates.     These  savings  are  usually  distrihuted 
directly  to  patrons  of  the  v/arehouse  as  patronage  dividends. 

In  addition  to  possihle  savings  that  can  he  made  in  storage  and 
service  charges,  there  are  a  numher  of  indirect  advantages  which  may 
accrue  to  farmers  who  are  m.emhers  of  local  cooperative  gin  associa- 
tions that  operate  v;arehouses  whether  they  he  small  or  large.  In 
the  first  place,  use  of  the  cooperative  warehouse  reduces  to  a  mini- 
mum the  trouhle  and  the  expense  to  which  memhers  are  put  in  receiv- 
ing Government  loans  on  their  cotton.     The  meraher  can  put  his  cotton 
into  a  loan  without  the  trouhle  and  the  expense  of  moving  it  to  he 
stored  elsewhere.     Jurthermore,  the  association's  staff  can  make  out 
loan  papers  for  its  memhers  at  cost. 

Another  important  service  memhers  receive  from  these  associa- 
tions is  assistance  in  the  sale  of  loan  equities.     Gin  managers  are 
usually  in  a  position  to  know  much  more  ahout  the  value  of  cotton 
than  is  the  average  farmer.     The  contacts  managers  of  warehouses 
have  with  the  cotton  trade  places  them  in  a  position  to  he  especially 
helpful  in  advising  farmers  on  the  value  of  their  equities.    When  a 
memher  v/ishes  to  sell  his  loan  equity,  the  manager  should  he  ahle  to 
advise  him  as  to  v/hether  the  price  offered  is  satisfactory  at  that 
particular  time,  cuality  considered.     Hov/ever  the  decision  as  to 
when  to  sell  should  he  strictly  up  to  the  farmer. 

Sales  hy  gin  managers  also  have  their  disadvantages.  Although 
the  manager  is  in  a  hetter  position  to  sell  cotton  intelligently 
than  is  the  average  memher,  his  contacts  and  experience  are  limited 
to  the  local  market.    A  larger  organization  vrith  hroader  contacts 
should  he  ahle  to  do  a  hetter  joh  than  the  average  gin  manager. 
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If  groups  of  ^in  associations  vould  combine  their  efforts  in  selling 
their  members'  cotton,  the  results  should  "be  "better  than  could  "be 
obtained  "by  either  the  members  as  individuals  or  by  the  local  coopera- 
tive gin  managers.  - 

Managers  feel  that  in  selling  loan  equities,  the  farmer  having 
his  cotton  stored  locally  or  nearby  vdth  practically  no  charge  other 
than  storage,  has  an  advantage  over  the  farmer  whose  cotton  is  stored 
at  a  more  distant  point.     In  addition,  many  buyers  prefer  to  make 
their  purchases  on  actual  samples  rather  than  on  descriptions.  If 
buyers  prefer  this  method,  samples  can  be  obtained  easily  and  quickly 
because  the  cotton  is  stored  close  at  hand. 

riSTEIBUTIOH  OF  EAR1>IINGS 

In  many  instances  cooperative  gins  made  no  attempt  to  keep  sepa- 
rate accounts  of  the  v/arehouse  portion  of  zhe  association's  business. 
In  these  associations  the  board  of  directors  considers  the  v;arehouse 
operations  as  a  side-line  service  provided  for  all  members.  Further- 
more, since  the  warehouse  was  financed  by  the  association,  the  direc- 
tors often  felt  that  net  earnings  of  the  warehouse  operations  should 
be  the  general  property  of  the  association  rather  than  that  of  the 
individual  members  who  patronized  the  warehouse.     It  was  impossible 
for  these  associations  to  pay  separate  patronage  dividends  on  the 
amount  of  business  each  member  did  with  the  various  departments.  The 
more  progressive  associations  departmentalized  their  operations  so 
that  net  earnings  or  losses  from  ginning  and  wrapping,  cottonseed, 
cotton,  farm  supplies,  and  warehousing  were  set  up  separately.  These 
net  earn'.ngs  or  losses  were  then  distributed  to  members  on  the  basis 
of  the  amount  of  business  each  had  done  with  each  department.  Dis- 
tributions for  the  year's  v/arehouse  operations  were  usually  made  in 
one  of  the  three  follov/ing  ways:     (1)  Number  of  bales  stored,  (2)  num 
ber  of  months  the  bale  was  in  storage,  and  (3)  nw.ber  of  dollars 
worth  of  business  the  member  had  done  with  the  warehouse  department. 

In  associations  following  the  departmentalized  pla-n  some  of 
the  association's  general  overhead  and  other  fixed  expenses  can  be 
charged  against  the  warehouse  operation,  the  amount  being  determined 
by  some  more  or  less  arbitrary  system.     There  are  several  ways  of 
calculating  the  amounts  to  be  paid;  namely,  by  number  of  bales  stored 
by  bale  iqonths,  or  by  dollars  of  business.     Some  difference  of  opin- 
ion exists  as  to  which  method  is  most  desirable.     The  basis  upon 
vrhich  the  dividend  is  calculated  has  a  direct  influence  on  the  amount 
each  member  or  patron  receives. 

Number  of  Bales  Stored 

The  most  common  and  least  desirable  basis  of  distributing  net 
earnings  from  warehouse  operations  to  members  and  patrons  v;as  the 
number  of  bales  stored  during  the  season.    Although  this  method  is 
simple,  it  is  inequitable  because  it  disregards  the  length  of  time 
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the  "bale  is  in  storage  and,  consequently,  the  amoiant  of  "business 
the  member  or  petron  has  transacted  in  terms  of  dollars  and  cents 
paid  to  the  association  for  w??rehoupe  storage  end  service  charges. 
To  illustrate  the  point,  John  Smith  has  100  "bales  in  storage  for 
1  month  and  pays  $^2-50  in  varehouse  storage  and  service  charges 
and  receives  a  patronage  dividend  of  $13.33.     ^his  is  exactly  the 
same  dividend  as  the  association  returns  tc  Tom  Erovm,  who  has 
100  "bales  in  storage  for  6  months  and  pays  $130  in  warehouse  charf^es, 
and  to  Jim  Jones,  v;ho  has  100  "bales  in  storage  for  12  months  and 
pays  $235  in  warehouse  charges.     It  is  unjust  to  consider  that  a 
"bale  in  storage  only  1  month  should  receive  as  lare-e  a  share  of  the 
net  income  as  another  that  might  "be  in  storage  during  the  entire 
season,  particularly  since  the  mem"ber  receives  more  service  during 
the  longer  storage  period  and  "because  it  is  the  most  profita"ble  to 
the  association.     It  is  dou"btful  whether  this  method  should  ever  "be 
used  as  a  "basis  for  determining  the  patronage  dividends  of  warehouse 
patrons  (ta"ble  5)-  ■ 

Bale  Month 

If  the  num'ber  of  months  a  "bale  is  in  storage  is  the  basis  for 
computing  dividends,  the  association  determines  at  the  end  of  the 
season  the  total  num'ber  of  months  all  "bales  have  "been  in  storage. 
This  figure  is  then  divided  into  the  total  net  income  available  for 
distribution  as  patronage  dividend.     This  gives  the  amount  of  the 
dividend  that  is  to  be  allocated  to  each  me.-nber  for  each  month  each 
of  his  "bales  was  in  storage.     This  bale-m.onth  figure  multiplied  by 
the  niimber  of  months  each  individual  member '  s  orpatron's  bale  was 
in  storage  during  the  season  gives  the  total  ajnount  of  the  patron- 
age dividend  each  should  receive  in  cash  or  credit  for  each  bale 
for  that  season. 

When  this  method  is  used,  a  member  or  patron  \vho  had  a  bale  in 
storage  for  1  month  v/ould  receive  only  1/6  as  much  as  another  v;hose 
bale  \>ia.s  in  storage  for  6  months,  and  only  1/12  as  much  as  the  mem- 
ber or  patron  v/hose  bale  was  stored  for  the  entire  year.  Tor 
example,  John  Smith,  vrho  had  lOO  bales  in  storage  for  1  month  and 
paid  $^2.50  in  v;arehouse  charges  to  the  association,  v;ould  receive 
a  patronage  dividend  of  $2;  Tom  Brown,  who  had  100  "bales  in  storage 
for  6  months  and  paid  $130  in  warehouse  charges,  would  receive  a 
patronage  dividend  of  $12;  Jim  Jones,-  who  ha.d  lOG -bales  in  storage 
for  12  months  and  paid  $235  in  v/arehouse  charges,  vfould  receive  a 
patronage  dividend  of  $2^  (table  5)  • 

Dollars  of  Business 


The  payment  of  dividends  calculated  on  the  basis  of  the  number 
of  dollars' worth  of  business  done  with  the  association,  unlike  pay- 
ments vmder  the  other  two  methods,  takes  into  consideration  the 
cost  of  services  supplemental  to.  actual.  .$ t.orage  ,, .  such  as  ,  handling 
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and  receiving  cotton,  sa.mpline;,  and  ^'eif^hing.    To  arrive  at  the 
amount  of  dividend  to  "be  paid  on  each  dollar's  worth  of  iDUFiness 
done  "by  each  memlDer  necessitates  several  calculations.     Tirst,  the 
total  dollars'  v^orth  of  liusiness  done  hy  all  members  is  divided 
into  the  total  net  income  available  for  distribution  as  patrona,5e 
dividends.     This  sives  the  amount  of  dividend  to  be  paid  on  each 
dollar's  vorth  of  business  done.    Next,  by  multiplying  this  amount 
by  the  number  of  dollars'  worth  of  business  done  by  each  member, 
the  amount  of  dividend  each  receives  is  determined.     If  the  dollar 
method  is  followed,  the  member  or  patron  will  receive  a  larger 
patronage  dividend  for  short-time  storage  than  if  the  dividend  is 
calculated  on  a  bale-month  basis.     This  is  true  because  the  per 
bale  service  charge  remains  the  same  irrespective  of  the  length  of 
time  a  bale  stays  in  storage,  and  therefore  a  member  who  has  a  bale 
in  storage  for  only  1  month  receives  the  sai.::e  dividend  from  the 
service  charge  as  a  member  \T/ho  has  a  bale  in  storage  for  6  months 
or  even  for  the  entire  year.     To  illustrate,  John  Smith,  who  had 
100  bales  in  storage  for  1  month  and  paid  H>k2.^0  in  storage  and 
service  charges  to  the  association,  receives  a  patronage  dividend 
of  $U,  while  Tom  Brovn,  who  had  100  bales  in  storage  for  6  months 
and  paid  5130  in  warehouse  charges,  receives  a  dividend  of  512-23, 
and  Jim  Jones,  v;ho  had  100  bales  in  storage  for  12  months  and  paid 
$235  in  v/arehouse  charges,  receives  $22.12  (table  5)  • 

The  figures  presented  in  table  5  ^nay  be  compared  in  another 
way  to  sho\''  how  a  particular  individual's  dividend  may  differ, 
depending  on  the  method  of  its  calculation.     If  dividends  are  dis- 
tributed on  a  straight  per  bale  basis,  John  Smith  would  receive 
513 '33  3S  a  patronage  dividend  at  the  end  of  the  season  for  100  bales 
stored  for  1  month.     On  a  bale-month  basis,  his  dividend  for  the 
month's  storage  vrould  drop  to  $2.     On  the  basis  of  the  number  of 
dollars'  worth  of  business  done  with  the  association,  it  v;ould  be 
$h  for  the  month.     Cotton  belonging  to  Tom  Brown  was  in  storage  for 
6  months  during  the  season.     It  happens  that  the  amount  of  his  pat- 
ronage dividend  therefrom  i-rould  be  practically  the  same,  regardless 
of  the  method  of  calculation.     Jim  Jones  stored  his  cotton  for 
12  months.     On  a  straight  per  bale  method,  Jim  receives  only  $13-33; 
on  a  bale-month  basis,  he  receives  $2^;  and  on  the  basis  of  number 
of  dollars'  worth  of  business  done  he  receives  $22.12.     In  other 
words,  Jim  would  be  discriminated  against  if  the  straight  per  bale 
method  were  ueed;  but  there  would  be  comparatively  little  difference 
in  the  amounts  of  dividend  he  would  receive  under  the  other  two 
methods  of  calculating  dividends. 

Wliich  of  the  two  methods,  by  bale  month  or  by  dollar  of  busi- 
ness, should  be  used  is  open  to  question.     The  dollar  of  business 
method  favors  the  member  who  leaves  his  cotton  in  storage  for  a 
relatively  short  period  of  time;   the  bale-month  method,  the  member 
who  leaves  his  cotton  in  storage  for  a  relatively  long  time.  Were 
it  not  for  service  charges,  the  results  by  the  tvro  methods  would  be 
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identical.     Since  service  char-^es  are  always  a  complicating  factor, 
the  dollar  of  business  is  probably  the  most  satisfactory  method, 
everything  considered. 

Probably  the  most  equitable  method  of  determininfr  patronage 
dividends  for  v/arehouse  patrons  is  to  separate  the  warehouse  busi- 
ness into  a  storage  and  a  service  department,  and  pay  separate  divi- 
dends in  each  department.     If  this  method  is  used  it  makes  no 
difference  whether  dividends  are  paid  on  a  per  bale  month  or  dollar 
of  business  basis,  because  the  results  are  exactly  the  same,  regard- 
less of  the  length  of  time  that  a  bale  is  in  storage.    Hov/ever,  this 
method  makes  necessary  an  arbitrary  allocation  of  certain  expenses 
within  the  vrarehouse  operation  to  the  two  departments,  storage  and 
service.     These  allocations  will  require  more  time  and  expense  and 
it  is  doubtful  whether  in  mar^  instances  the  results  would  justify 
the  extra  trouble  and  the  expense  of  additional  accounting  records. 

SmiMARY  AlvTD  CONCLUSIONS 

Cooperative  gin  associations  went  into  the  cotton  wal-ehouse 
business  beginning  about  1937,  because  storage  rates  and  service 
charges  from  the  beginning  of  the  Government  loan  program  in  1933 
until  late  in  1939  made  the  operation  of  small  cotton  warehouses 
very  profitable.  Also,  in  the  fall  of  1937  there  were  prospects 
of  a  record  cotton  crop.  Some  23  associations  are  nov/  engaged  in 
cotton  warehousing  as  a  side-line  operation. 

l>xring  their  first  two  seasons,  1937-3^  and  1938-39,  these 
operations  proved  to  be  an  outstanding  financial  success.    But  very 
little  cotton  went  into  the  Government  loan  during  the  1939-^0  sea- 
son, and  except  for  the  storage  of  cotton  of  previous  seasons  the 
warehouses  stood  empty.     In  the  fall  of  19^0,  cotton  prices  were 
again  favorable  for  loan  operations,  but  monthly  storage  rates  on 
loan  cotton  had  been  reduced  from  25  cents  to  15  cents  a  bale  and 
all  service  charges  eliminated.    At  this  reduced  rate  the  possi- 
bility of  successful  operation  of  small  cotton  warehouses  became 
questionable.  J_/     Monthly  storage  rates  for  the  19^1-^2  season 
have  been  increased  to  17  1/2  cents  a  bale  and  service  charges 
again  restored  to  25  cents  a  bale. 


3_/    No  attempt  has  been  made  to  determine  whether  rates  are  too 
high  or  too  low  for  the  cotton-warehousing  industry  in  general. 
The  observations  herein  apply  only  to  small  unprotected  cotton 
warehouses.     If  their  operation  is  unprofitable,  over  an  extended 
period,  as  compared  to  other  types  of  warehouses  they  should  be 
abandoned. 
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In  spite  of  the  improved  rates  and  service  charges,  small  cot- 
ton warehouses  are  still  faced  with  two  major  problems  they  must 
overcome  if  they  are  to  operate  successfully  and  make  savings  in 
storage  charges  for  their  fanner  members  and  potrons:     (l)  The  high 
cost  involved  in  getting  cotton  into  and  out  of  the  v/arehouse ,  end 
(2)  the  high  cost  of  insurance  on  cotton  stored. 

The  high  cost  of  moving  cotton  into  and  from  the  v/arehouse  is 
in  large  measure  the  result  of  stacking  too  much  cotton  in  the 
space  available .     Largely  because  loen  cotton  hcd  previously  stayed 
in  storage  for  extended  periods,  a  majority  of  the  m.anagers  vrere 
inclined  to  fill  their  warehouses  too  full.    Efficient  operation  in 
the  quick  turn-overs  that  came  was  impossible.    Eale  locations  v/ere 
used,  but  specific  bales  could  only  be  moved  after  moving  large 
quantities  of  other  cotton.     Costs  for  removing  small  lots  from  the 
warehouse  when  it  .was  filled  above  workable  capacity  were  sometimes 
as  much  as  $25  P^r  bale. 

Adequate  financial  data  are  not  available  for  most  of  the  asso- 
ciations, because  the  associations  do  not  segregate  the  accounts  of 
the  various  activities  and  because  they  do  not  keep  separate  labor 
and  other  warehouse  records.    Records  available  indicate  a  cost  of 
approximately  30  cents  per  bale  to  place  cotton  in  storage,  and 
another  of  3O  cents  per  bale  to  take  it  out.     These  extremely  high 
costs  can  be  eliminated  by  cutting  down  the  amount  of  cotton  stored 
in  the  warehouses. 

The  second  problem  of  small  cooperative  cotton  warehouses  is 
the  extremely  high  cost  of  insurance  on  the  cotton  they  store. 
The  warehouses  are  all  located  in  rural  communities  or  small  towns 
with  little  or  no  fire  protection.     In  addition,  they  are  not 
equipped  with  sprinkler  systems.     They  cannot,  therefore,  get  the 
lov/  insurance  rates  that  adequate  fire  protection  brings.     On  an 
average,  these  associations  paid  approximately  $1.27  for  every  $100 
of  cotton  insured.     This  means  that  at  a  value  of  $50  per  bale  the 
monthly  insurance  charge  on  a  bale  of  cotton  was  approximately 
5-3  cents.     With  cotton  selling  at  $S5  P^'r  oale  the  insurance  charge 
each  month  increased  to  approximately  9  cents  per  bale.     This  is 
more  than  5^  percent  of  the  amount  the  associations  received  for 
storage  of  loan  cotton.     Therefore,  it  is  highly  desirable  that 
some  v;ay  be  found  to  materially  reduce  insurance  expense.     If  ware- 
house operations  result  in  a  loss  to  the  associations,  obviously 
something  must  be  done. 

The  easiest  course  of  procedixre  in  getting  rid  of  the  excessive 
cost  of  insurance  might  be  to  abandon  these  warehouses,  v/hich  were 
so  profitable  when  storage  rates  v;ere  higher  and  insurance  costs 
lower  than  at  present.     But  cooperative  cotton  warehousing  seems  to 
have  a  place  in  the  cotton  marketing  picture  and  farmers  are  not 
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willing  to  eliandon  it  without  a  struggle.     Several  other  courses  of 
procedure  are  open  for  future  consideration.     Some  of  the  sugges- 
tions already  made  are  as  follows: 

1.  Associations  operating  warehouses  might  organise  a.  mutual 
insurance  cooperative  to  handle  risks  of  this  type  on  a  coFt  "basis. 
The  difficulty  with  this  plan  is  that  at  the  present  time  there  are 
not  enough  cooperative  warehouses  to  spread  the  risk  sufficiently. 
With  cotton  at  ahout  $85  a  tale  a  complete  loss  on  cotton  stored  in 
one  of  the  cooperative  gin  v/arehouses  stacked  to  worka'ble  capacity 
would  amount  to  from  $75,000  to  Sl50,000.    Obviously,  23  associa- 
tions could  not  hrar  the  risk  of  incurring  any  such  losses.  Hence, 
unless  reinsurance  in  substantial  amounts  can  he  obtained  at  mod- 
erate rates,  this  plan  does  not  seem  very  promising. 

2.  Associations  might  pool  their  efforts  to  bargain  as  a  group 
with  an  existing  insTirance  company  for  lower  rates  than  now  prevail. 
They  could  use  the  argUTient  that  the  cooperative  cotton  warehouses 
to  date  have  exceptionally  satisfactory  records.    During  the  U  years 
of  operation  the  warehouses  have  had  only  four  small  fire  and  wind- 
storm losses  totaling  $1,533.     It  is  estimated  that  during  this  same 
period  they  have  paid  out  for  fire  and  v/indstorm  insurance  premixuns 
on  cotton  and  warehouse  buildings  approximately  $55,000.  Special 
arrangements  for  limitations  of  the  quantity  of  cotton  stored  in  one 
warehouse  and  other  factors  that  tend  to  cut  the  risk  of  excessive 
losses  to  a  minimum  might  be  considered. 

3.  In  connection  with  the  stora.ge  of  Government-loan  cotton, 
it  has  been  suggerted  that  a  south-wide,  indemnity  plan  be  set  up. 
Under  this  plan  certain  deductions  would  be  made  from  each  grov/er's 
cotton  to  create  a  huge  pool  to  take  care  of  possible  cotton  fire 
and  v;indstorm  losses..     The  same  results  could  be  accomplished  by 
adding  stipulated  interest  charges  on  loan  cotton  not  insured. 
This  plan  places  insurance  or  its  substitute  on  a  cost  basis  v/ith 
the  risks  spread  over  the  entire  Cotton  Belt. 

Biit  if  no  solution  can  yet  be  found  to  the  insurance  problems 
of  small  warehouses,  the  following  courses  of  action  might  be  given 
consideration:     (l)  Farmers  might  revert  to  the  practice  of  farm 
storage  of  their  cotton;  provided  they  obtain  insurance  rates  v/hich, 
with  due  consideration  of  the  greater  risks  in  cotton,  are  not  out 
of  line  with  those  nov;  prevpiling  in  the  Midwest  on  farm-stored 
Government-loan  wheat  and  ccrn.    At  present,  insurance  rates  on 
farm-stored  grain  are  only  a  fraction  of  those  cotton  growers  must 
pay  on  farm-stored  cotton.     (2)  Groups  of  cooperative  gin  associa- 
tions might  pool  their  resources  to  build  or  purchase  large,  modern, 
fireproof  vmrehouses  equipped  with  sprinkler  systems.     To  obtain 
the  most  advantageous  inr-urajice  r?tes,  these  warehouses  should  be 
located  in  towns  with  adequate  fire  protection.     Cooperative  ware- 
houses of  this  type  should  be  in  a  position  to  furnish  storage  and 
infurance  service  at  a  satisfactory  cost  \inder  practically  any  con- 
ceivable competitive  condition. 

-  28  - 


If  the  second  course  of  action  is  preferred,  and  since  it  is 
impossible  under  present  conditions  to  pvirchase  the  galvanized  sheet 
metal  needed  for  the  construction  of  the  larger  type  warehouse  sug- 
gested, the  individual  gin  associations  might  dismantle  their  small 
vrarehouses  and  use  the  sheet  metal  and  structural  materials  there- 
from for  the  construction  of  a  larger  warehouse  or  larger  warehouses 
Calculations  indicate  thr-t  the  amount  of  sheet  metal  which  could  he 
recovered  from  the  small  v/-?rehouses  within  a  reasonable  radius  of 
Lubbock,  for  example,  would  be  sufficient  to  build  a  warehouse  with 
a  capacity  of  from  Uo,000  to  5^,000  bales.    Much  structural  material 
could  also  be  recovered  for  reuse.     Whether  or  not  a  sprinkler  sys- 
tem and  the  accompanying  water  storage  tanks  will  be  available  dur- 
ing the  present  emergency  is  uncertain.     In  this  connection  it 
should  be  remembered  that  if  insurance  rates  are  to  be  kept  at  rea- 
sonable levels,  either  new  or  used  sprinkler  equipment  v/ill  have  to 
be  inrtalled.     In  the  case  of  water  storage  tanks,  however,  if  new 
or  used  facilities  are  not  available,  it  might  still  be  possible  to 
keep  insurance  rates  at  nominal  levels  by  using  existing  sources  of 
water  supply. 

In  the  area  covered  by  the  Plains  Cooperative  Oil  Mill  of 
Lubbock  such  a  project  might  be  sponsored  successfully-     This  oil 
mill  association,  which  is  a  federation  of  cooperative  gins,  might 
organize  a  subsidiary  corporation  to  have  as  its  function  the 
cooperative  warehousing,  compression,  and  selling  of  the  cotton  of 
its  member  gin  associations.     The  mamber ,  size,  and  location  of  the 
warehouses  to  be  built  could  only  be  determined  after  a  survey  of 
the  territory.     This  survey  should  include,  among  other  things,  an 
analysis  of  the  volume  and  location  of  cotton  available  for  storage, 
length  of  time  cotton  is  normally  stored  in  the  area,  probable 
demand  for  compression  and  other  services,  and  the  direction  in 
which  cotton  normally  moves  to  market. 

The  financing  of  such  a  project  should  offer  no  serious  diffi- 
culties.    The  small  v/arehouses  ovrned  by  the  gins  could  be  appraised 
for  dismantling  purposes,  with  the  appraisal  figvires  thus  obtained 
representing  the  individual  gin  association's  investment  in  the 
new  v^erehouse  association.     The  funds  needed  for  labor  and  for  the 
purchase  of  extra  materials  for  the  construction  of  the  new  facil- 
ities could  be  obtained  through  loans  and  from  cash  investments  by 
member  gin  associations  that  have  no  warehouses  to  be  dismantled. 
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SUPPLMEI^TT  A 


Since  this  study  vas  originally  completed,  Commodity  Credit 
Corporation  has  announced  two  additional  storage  contracts  vhich  may 
be  used  by  warehousemen  storing  G-overnment-ov.Tied  and  pooled  cotton. 
Under  both  of  these  new  contracts  the  warehouseman  only  pays  for  cotton 
fire  insurance  on  values  up  to  $5^         bale.    The  rate  he  pays  for 
$100  of  value,  however,  remains  the  same.     Fire  risks  on  that  part  of 
the  value  exceeding  $^0  per  bale  is  assumed  by  C.C.C.     Thus  on  cotton 
valued  at  $80  per  bale  the  warehouseman  would  pay  the  costs  of  fire 
insurance  on  a  $5^  valuation  and  C-CC.  would  be  responsible  in  case 
of  fire  loss  for  the  other  $30  per  bale.     Other  differences  between 
the  old  storage  contract  and  the  two  new  contracts  and  their  relative 
effects  on  the  warehousemaja' s  cotton  fire  insurance  costs  and  storage 
revenue  after  the  cost  of  fire  insurance  is  deducted  are  described 
for  each  of  the  contracts  belov;. 

October  lU.  19^41  Storage  Contract 

This  contract,  announced  on  October  lU,  IS'^l,  applies  only  to 
the  storage  of  G-overnraent-owned  and  193S,  1939,  and  19^0  pooled  loan 
cotton.    The  only  warehousemen  who  can  use  this  contract  are  those 
storing  the  above  cotton  for  C.C.C.  at  a  rate  of  12^  cents  per  flat 
bale  per  laonth  or  those  storing  cotton  at  special  rates.  Warehouse- 
men storing  compressed  cotton  for  IZk  cents  per  bale  per  month  can, 
however,  also  use  this  contract  by  reducing  storage  charges  on  such 
cotton  to  10  cents  per  bale  per  month. 

Under  this  contract  the  warehouseman  has  to  carry  cotton  fire 
incurance  on  Government-owned  and  pooled  cotton  on  market  value  or 

per  bale,  whichever  is  less.    All  fire  risks  on  per  bale  values 
exceeding  the  first  $^0  are  carried  by  C.C.C.     This  insurance  arrange- 
ment only  applies  during  the  time  that  C.C.C.  holds  the  warehouse 
receipts,  and  after  C.C.C  transfers  the  cotton  by  sale  or  exchange, 
the  warehouseman  is  responsible  for  insurance  at  full  market  value. 

January  7,  19^2  Storare  Contract 

This  contract,  announced  on  January  J,  19^2,  applies  to 
G-overnment-o\^naed  and  pooled  loan  cotton  stored  for  C.C.C.  at  storage 
rates  of  I5  cents  per  bale  per  month  for  flat  cotton,  and  12^  cents 
per  bale  per  month  for  compressed  cotton.    Under  this  contract  each 
warehouseman's  cotton  fire  insurance  costs,  based  on  a  $50  per  bale 
value,  are  deducted  by  C.C.C.  from  the  above  storage  rates  before 
malcing  returns  to  the  warehouseman.     In  other  words  C.C.C.  assumes 
full  responsibility  at  current  market  value  for  all  cotton  fire  losses 
but  only  charges  the  v/arehouseraan  for  the  amount  of  insurance  he  would 
ordinarilj'  have  to  pay  on  a  $50  per  bale  value. 
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The  costs  to  the  warehouseman  of  carrying  cotton  fire  insurance 
and  the  storage  revenue  remaining  after  insurance  costs  are  deducted 
under  the  various  storage  contracts  are  sho;^  in  Table  1  for  various 
insurance  rates  and  different  per  "bale  values. 

Ta'ole  1.  -  Cotton  ?ire  Insurance  Costs  and  Storage  Revenue  after 

Insurance  Costs  to  'Warehouses  1:7  Type  of  Commodity  Credit 
Corporation  Storage  Contract  for  Various  Values  of 
Cotton  and  for  Different  Insurance  Rates 


iRatfi  per  ^lOGi 
I    Insurance  ; 


Type  of  Storage  Contract 


Per  Bale 
Value  of 
Cotton 


C'ld  ij 


October  14,  1941  2/ | January  7,  1942  3/ 


per  : 
month 


per  1  Insurance 
year  j  costs 


Storage  ^ 
revenue 

after 
ins'orence; 

costs 


Insurance 
costs 


Storage 
revenue 
after 
ins'orance 
costs 


Insurance 
costs 


Storage 
revenue 

ai"ter 
insurance 

costs 


$50 


Cents  Do liars j   Dollars  ,  Dollars  ;  Dollars  Dollars 

!  I  jjer  year  I  per  year  1  per  year  :per  year 

1     '50.12    I     $0.06  j    $1.74  ^     $0.06  i  $1.44 

10     ,  1.2c    I       C.50  i      1.20  :       0.60  i  0.90 

20       2.40    •       1.20  C.60  i      1.20  i  0.30 


Dollars 
per  year 
$0.05 
0.60 
1.20 


I  Dollars 
iiDer  year 
!  $1.74 
I  1.20 
!  0.60 


$7: 


1 
10 

20 


0.12 
1.20 
2.40 


C.09  ' 
0.90  ! 
1.80  . 


1.71  ! 
0.90  ! 
0.00  ' 


0.06 
0.60 
1.20 


1,44 
0.90 
0.30 


0.06 
0.60 
1.20 


1.74 
1.20 
0.60 


$100 


1 
10 

20 


0.12 
1.20 
2.40 


0.12 
1.20 

2.-10 


1.68 
0.60 

•0.60 


0.06 
0.60 
1.20 


1.44 
0.90 
0.30 


0.06 
0.60 
1.20 


1.74 
1.20 

0.60 


1^/  This  contract  provides  that  the  warehouseman  must  carry  cotton  fire 
insurance  on  the  full  market  value  of  cotton.     A  storage  rate  of  15 
cents  per  "bale  per  montn  for  flat  cotton  is  allowed. 

2/  In  this  contract  the  warehouseman  must  carry  cotton  fire  insurance 
on  a  $50  per  "bale  valuation  or  market  value  'waichever  is  lower.  A 
storage  rate  of  12^  cents  per  bale  per  month  for  flat  cotton  is  allowed. 

3_/  Before  mal'ing  returns  to  the  warehouseman  under  this  contract,  the 
cost  of  cotton  fire  insurance  on  a  S50  per  bale  value  is  deducted  by 
G.C.C.  from  the  stora£;e  rate  of  I5  cents  per  bale  per  month  allowed  on 
flat  cotton. 


From  the  above  table  it  can  be  seen  that  for  all  values  of  cotton 
in  excess  of  $50  jjer  bale  the  amount  of  cotton  fire  insurance  that 
the  warehouseman  has  to  pay  on  Government-owned  and  pooled  loan  cotton 
stored  for  CCC.   is  less  under  the  October  or  January  contracts  than 
under  the  old  contract.     While  the  costs  of  cotton  fire  insurance  to 
the  warehouseman  are  the  same  under  the  October  and  January  contracts, 
a  storage  rate  of  15  cents  per  bale  per  month  is  allowed  under  the 
January  contract  as  compared  with  only  12^  cents  per  bale  per  month 
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under  the  Octobor  contract.    Tais  means  that  the  storage  revenue  to 
the  v/arehouseman  after  his  insurance  costs  are  deducted  is  alv;ays 
higher  under  the  January  contract  than  under  the  October  contract  hy 
30  cents  per  "bale  per  year  for  all  values  of  cotton  and  for  all 
insurance  rates. 

Stora=;e  returns  after  fire  insurance  costs  have  "been  deducted, 
hov;ever,   are  not  always  higher  under  the  October  contract  than  under 
the  old  contract.    The  reason  for  this  is  that  a  I5  cents  per  "bale 
per  month  storage  rate  is  allov/ed  under  the  old  contract  as  compared 
with  12^  cents  per  hale  per  month  under  the  Octoher  contract  which 
means  that  with  loy  fire  insurance  rates  and  low  cotton  values  it  is 
more  profitable  for  the  warehouseman  to  use  the  old  contract. 

In  summary,  it  is  suggested  that  all  cooperative  warehouses 
storing  G-overnment-o^Amed  or  pooled  loan  cotton  use  the  January  rather 
than  the  old  or  the  October  contract.     Mditional  information  on  the 
provisions  of  these  contracts  and  methods  of  transferring  cotton  from 
one  to  the  other  can  be  obtained  by  writing  Commodity  Credit  Corpora- 
tion, Masonic  Temple  Building,  New  Orleans,  Louisiana. 

In  view  of  the  new  insurance  arrangements  discussed  above,  many 
of  the  statements  made  in  the  main  text  of  this  publication  v/ith 
reference  to  high  insurance  costs  must  be  modified  somev.'hat  in  the 
case  of  Government-oi'med  and  pooled  loan  cotton.     Even  in  these 
cases,  however,  and  in  all  other  cases,  the  desirability  of  keeping 
fire  insurance  rates  as  low  as  possible  must  be  emphasized  again. 
Cotton  fire  insurance  costs,  even  under  the  new  storage  contracts, 
still  remain  as  an  important  item  in  total  warehousing  costs  and 
every  effort  should  be  made  to  keep  them  low. 
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